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BREARD ASSOCIATES INC
CERTIFIED PUBLIC ACCOUNTANTS

Independent Auditors Report

Board of Directors

Shareholders Service Group Inc

We have audited the accompanying statement of financial condition of Shareholders Service Group

Inc the Company as of December 31 2011 and the related statements of income changes in

stockholders equity changes in liabilities subordinated to claims of general creditors and cash flows

for the year then ended that you are filing pursuant to rule 7a-5 under the Securities Exchange Act of

1934 These financial statements are the responsibility of the Companys management Our

responsibility is to express an opinion on these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States

of America Those standards require that we plan and perform the audit to obtain reasonable assurance

about whether the financial statements are free of material misstatement An audit includes examining

on test basis evidence supporting the amounts and disclosures in the financial statements An audit

also includes assessing the accounting principles used and significant estimates made by management

as well as evaluating the overall financial statement presentation We believe that our audit provides

reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of Shareholders Service Group Inc as of December 2011 and the results of its

income and its cash flows for the year then ended in conformity with accounting principles generally

accepted in the United States of America

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken

as whole The information contained in Schedules II and III is presented for purposes of additional

analysis and is not required part of the basic financial statements but is supplementary information

required by rule 17a-5 under the Securities Exchange Act of 1934 Such information has been

subjected to the auditing procedures applied in the audit of the basic financial statements and in our

opinion is fairly stated in material respects in relation to the basic financial statements taken as

whole

Breard Associates Inc

Certified Public Accountants

Northridge California

January 27 2012
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Shareholders Service Group Inc

Statement of Financial Condition

December 31 2011

Assets

Cash and cash equivalents 762914

Deposit with clearing organization iooooo

Commissions receivable 3300

Marketable securities at market value 23496

Prepaid expense 9225

Deposits 26909

Total assets 925844

Liabilities and Stockholders Equity

Liabilities

Accounts payable and accrued expenses 24843
Due to broker 4924

Total liabilities 29767

Commitments and contingencies

Stockholders equity

Common stock $1 par value 1000000 shares authorized

165398 shares issued and outstanding 161375

Additional paid-in capital 290968
Retained earnings 443734

Total stockholders equity 896077

Total liabilities and stockholders equity 925844

The accompanying notes are an integral part of these financial statements

-1-



Shareholders Service Group Inc

Statement of Income

For the Year Ended December 31 2011

Revenues

Commissions 3117111

Interest income 18188

Other income 596532

Net investment gains losses 21626

Total revenues 3710205

Expenses

Employee compensation and benefits 3017286

Professional fees 41824

Communications 64523

Occupancy 53872

Other operating expenses 235046

Total expenses 3412551

Net income loss before income tax provision 297654

Income tax provision 3349

Net income loss 294305

The accompanying notes are an inte gral part of these financial statements
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Shareholders Service Group Inc

Statement of Changes in Liabilities Subordinated

to the Claims of General Creditors

For the Year Ended December 31 2011

Amount

Balance at December 31 2010

Increase

Decrease

Balance at December 31 2011

The accompanying notes are an integral part of these financialstatenents
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Shareholders Service Group Inc

Statement of Changes in Stockholders Equity

For the Year Ended December 31 2011

Additional

Common Paid-in Retained

Stock Capital Earnings Total

Balanceat December3l2010 161375 290968 209428 661771

Distributions to stockholders
59999 59999

Net income loss 294305 294305

Balanceat December3l2011 161375 290968 443734 896077

The accompanying notes are an integral part ofthese financial statements
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Shareholders Service Group Inc

Statement of Cash Flows

For the Year Ended December 31 2011

Cash flow from operating activities

Net income loss
294305

Adjustments to reconcile net income loss to net

cash provided by used in operating activities

Depreciation expense
14730

Increase decrease in assets

Commissions receivable 500

Marketable securities at market value 6813

Prepaid expense
5943

Deposits 22029

Increase decrease in liabilities

Accounts payable and accrued expenses 12888

Due to broker 4825

Payroll taxes payable 106322

Income taxes payable
1000

Total adjustments
123054

Net cash and cash equivalents provided by used in operating activities 171251

Cash flow from investing activities

Purchases of equipment 8581

Net cash and cash equivalents provided by used in investing activities 8581

Cash flow from financing activities

Capital distributions 59999

Net cash and cash equivalents provided by used in financing activities 599

Net increase decrease in cash and cash equivalents 102671

Cash and cash equivalents at beginning of year 660243

Cash and cash equivalents at end of year 762914

Supplemental disclosure of cash flow information

Cash paid during the year for

Interest

Income taxes 4094

The accompanying notes are an integral part of these financial statements



Shareholders Service Group Inc

Notes to Financial Statements

December 31 2011

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

General

Shareholders Service Group Inc the Company was incorporated in the State of California on

September 30 2002 The Company is registered broker-dealer in securities under the

Securities and Exchange Act of 1934 member of the Financial Industry Regulatory Authority

FINRA and the Securities Investor Protection Corporation SIPC

The Company is engaged in business as securities broker-dealer which comprises several

classes of services including mutual fund equities and insurance services The Company also

engages in agency trades of corporate equity securities

Under its membership agreement with FINRA and pursuant to Rule 15c3-3k2ii the

Company conducts business on fully disclosed basis and does not execute or clear securities

transactions for customers Accordingly the Company is exempt from the requirement of Rule

5c3-3 under the Securities Exchange Act of 1934 pertaining to the possession or control of

customer assets and reserve requirements

Summary of SignIcanI Accounting Policies

The presentation of financial statements in conformity with accounting principles generally

accepted in the United States of America requires management to make estimates and

assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent

assets and liabilities at the date of the financial statements and the reported amounts of revenue

and expenses during the reporting period Actual results could differ from those estimates

For purposes relating to the statement of cash flows the Company has defined cash equivalents

as highly liquid investments with original maturities of less than three months that are not held

for sale in the ordinary course of business

Commissions receivable are stated at face amount with no allowance for doubtful accounts An

allowance for doubtful accounts is not considered necessary because probable uncollectible

accounts are immaterial

Securities transactions are recorded on trade date basis with related commission income and

expenses also recorded on trade date basis

Advertising costs are expensed at the time they are incurred

-6-



Shareholders Service Group Inc

Notes to Financial Statements

December 312011

Note GENERAL AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Continued

The Company has adopted FASB ASC 320 Investments Debt and Equity Securities As such

marketable securities held by the Company are classified as trading securities and stated at their

fair market value based on quoted market prices Realized gains or losses from the sale of

marketable securities are computed based on specific identification of historical cost Unrealized

gains or losses on marketable securities are computed based on specific identification of recorded

cost with the change in fair value during the period included in income

With the consent of its shareholders the Company has elected to be treated as an Corporation

under Subchapter of the Internal Revenue Code Subchapter of the Code provides that in lieu

of corporate income taxes the stockholders are individually taxed on the Companys taxable

income therefore no provision or liability for Federal Income Taxes is included in these

financial statements The State of California has similar regulations although there exists

provision for minimum franchise tax and tax rate of 1.5% over the minimum franchise fee of

The Company has evaluated events subsequent to the balance sheet date for items requiring

recording or disclosure in the financial statements The evaluation was performed through

January 27 2012 which is the date the financial statements were available to be issued Based

upon this review the Company has determined that there were no events which took place that

would have material impact on its financial statements

Note DEPOSIT WITH CLEARING ORGANIZATION

The Company has brokerage agreement with Pershing LLC BNY Securities Clearing

Broker to carry
its account and the accounts of its clients as customers of the Clearing Broker

The Clearing Broker has custody of the Companys cash balances which serve as collateral for

any amounts due to the Clearing Broker as well as collateral for securities sold short or securities

purchased on margin Interest is paid monthly on these cash deposits at the average overnight

repurchase rate The balance at December 31 2011 was $100000

Note MARKETABLE SECURITIES AT MARKET VALUE

Marketable securities at market value consist of restricted corporate stocks As discussed in

Note marketable securities held by the Company are classified as trading securities and stated

at their fair market value based on quoted market prices At December 31 2011 these

securities are carried at their fair market value of $23496 The accounting for the mark-to

market on proprietary account is included in the Statement of Income as net investment losses of

$21626
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Shareholders Service Group Inc

Notes to Financial Statements

December 31 2011

Note INCOME TAXES

As discussed in the Summary of Significant Accounting Policies Note the Company has

elected the Subchapter Corporation tax status therefore no federal income tax provision is

included in these financial statements For the year ended December 31 2011 the tax provision

indicated represents
the California Franchise tax of $3349

Note CONCENTRATIONS OF CREDIT RISK

The Company is engaged in various trading and brokerage activities in which counter-parties

primarily
include broker-dealers banks and other financial institutions In the event counter-

parties do not fulfill their obligations the Company may be exposed to risk The risk of default

depends on the creditworthiness of the counter-party or issuer of the instrument It is the

Companys policy to review as necessary the credit standing of each counter-party

Note COMMITMENTS AND CONTINGENCIES

Commitments

The Company has entered into non-cancelable lease for office space

At December 31 2011 the minimum annual payments are as follows

Year Ending December 31

2012 49230

2013 51199

2014 53247

2015 thereafter

153676

Contingencies

The Company maintains several bank accounts at financial institutions These accounts are

insured either by the Federal Deposit Insurance Commission FDIC up to $250000 or the

Securities Investor Protection Corporation SIPC up to $500000 At times during the year

ended December 31 2011 cash balances held in financial institutions were in excess of the

FDIC and SIPCs insured limits The Company has not experienced any losses in such accounts

and management believes that it has placed its cash on deposit with financial institutions which

are financially stable
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Shareholders Service Group Inc

Notes to Financial Statements

December 312011

Note RECENTLY ISSUED ACCOUNTING STANDARDS

In June of 2009 the Financial Accounting Standards Board the FASB implemented major

restructuring of U.S accounting and reporting
standards This restructuring established the

Accounting Standards Codification Codification or ASC as the source of authoritative

accounting principles GAAP recognized by the FASB The principles
embodied in the

Codification are to be applied by nongovernmental entities in the preparation of financial

statements in accordance with generally accepted accounting principles in the United States

New accounting pronouncements are incorporated into the ASC through the issuance of

Accounting Standards Updates ASUs

For the year ended December 31 2011 various ASUs issued by the FASB were either newly

issued or had effective implementation dates that would require their provisions to be reflected in

the financial statements for the year then ended The Company has reviewed the following ASU

releases to determine relevance to the Companys operations

ASU No Title Effective Date

2010-29 Business Combinations Topic 805 Disclosure of After December 15 2010

Supplementary Pro Forma Information for Business

Combinations December 2010

2011-04 Fair Value Measurement Topic 820 Amendments After December 15 2011

to Achieve Common Fair Value Measurement and

Disclosure Requirements in U.S GAAP and IRFSs

May2011

2011-05 Comprehensive Income Topic 220 Presentation of After December 15 2011

Comprehensive Income June 2011

2011-08 Intangibles Goodwill and Other Topic 350 After December 15 2011

Testing Goodwill for Impairment September 2011

The Company has either evaluated or is currently evaluating the implications if any of each of

these pronouncements and the possible impact they may have on the Companys financial

statements In most cases management has determined that the pronouncement has either

limited or no application to the company and in all cases implementation would not have

material impact on the financial statements taken as whole
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Shareholders Service Group Inc

Notes to Financial Statements

December 31 2011

Note NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule

SEC rule 15c3-1 which requires
the maintenance of minimum net capital and requires

that the

ratio of aggregate indebtedness to net capital both as defined shall not exceed 15 to Rule

5c3-1 also provides that equity capital may not be withdrawn or cash dividends paid if the

resulting net capital ratio would exceed 10 to Net capital and aggregate indebtedness change

day to day but on December 31 2011 the Company had net capital of $843454 which was

$743454 in excess of its required net capital of $100000 and the Companys ratio of aggregate

indebtedness $29767 to net capital was 0.04 to which is less than the 15 to maximum

allowed
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Shareholders Service Group Inc

Schedule Computation of Net Capital Requirements

Pursuant to Rule 15c3-1

As of December 31 2011

Computation of net capital

Common stock 161375

Additional paid-in capital
290968

Retained earnings 443734

Total stockholders equity
896077

Less Non-allowable assets

Commissions receivable 3300

Petty
cash 60

Prepaid expense 9225

Deposits 26909

Total non-allowable assets 39494

Net capital before haircuts 856583

Less Haircuts on securities

Haircut on marketable securities 3525
Haircut on money markets 9604

Total haircuts on securities 13129

Net Capital
843454

Computation of net capital requirements

Minimum net capital requirements

2/3 percent of net aggregate indebtedness 1984

Minimum dollar net capital required 100000

Net capital required greater of above 100000

Excess net capital
743454

Ratio of aggregate indebtedness to net capital
0.04

There was no material difference between net capital computation shown here and the net capital

computation shown on the Companys unaudited Form X- 7A-5 report dated December 31 2011

See independent auditor report
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Shareholders Service Group Inc

Schedule II Computation for Determining of Reserve

Requirements Pursuant to Rule 15c3-3

As of December 31 2011

computation of reserve requirements is not applicable to Shareholders Service Group Inc as the

Company qualifies
for exemption under Rule 5c3-3k2ii

See independent auditors report
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Shareholders Service Group Inc

Schedule III Information Relating to Possession or Control

Requirements Pursuant to Rule 15c3-3

As of December 31 2011

Information relating to possession or control requirements is not applicable to Shareholders Service

Group Inc as the Company qualifies for exemption under Rule 15c3-3k2ii

See independent auditors report
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Shareholders Service Group Inc

Supplementary Accountants Report

on Internal Accounting Control

Report Pursuant to 17a-5

For the Year Ended December 31 2011



BREARD ASSOCIATES INC
CERTIFIED PUBLIC ACCOUNTANTS

Board of Directors

Shareholders Service Group Inc

In planning and performing our audit of the financial statements of Shareholders Service Group

Inc the Company as of and for the year ended December 31 2011 in accordance with auditing

standards generally accepted in the United States of America we considered the Companys

internal control over financial reporting internal control as basis for designing our auditing

procedures for the purpose of expressing our opinion on the financial statements but not for the

purpose of expressing an opinion on the effectiveness of the Companys internal control

Accordingly we do not express an opinion on the effectiveness of the Companys internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission SEC we have

made study of the practices and procedures followed by the Company including consideration of

control activities for safeguarding securities This study included tests of such practices
and

procedures that we considered relevant to the objectives stated in rule 17a-5g in making the

periodic computations of aggregate indebtedness or aggregate debits and net capital under rule

17a-3all and for determining compliance with the exemptive provisions of rule 15c3-3

Because the Company does not carry
securities accounts for customers or perform custodial

functions relating to customer securities we did not review the practices and procedures followed

by the Company in any of the following

Making the quarterly securities examinations counts verifications and comparisons

and the recordation of differences required by rule 17a-13

Complying with the requirements for prompt payment for securities under Section

of Federal Reserve Regulation of the Board of Governors of the Federal Reserve

System

The management of the Company is responsible for establishing and maintaining internal control

and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected benefits

and related costs of controls and of the practices
and procedures referred to in the preceding

paragraph and to assess whether those practices
and procedures can be expected to achieve the

SECs above-mentioned objectives Two of the objectives of internal control and the practices

and procedures are to provide management with reasonable but not absolute assurance that assets

for which the Company has responsibility are safeguarded against loss from unauthorized use or

disposition and that transactions are executed in accordance with managements authorization and

recorded properly to permit the preparation of financial statements in conformity with generally

accepted accounting principles Rule 17a-5g lists additional objectives of the practices and

procedures listed in the preceding paragraph
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Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them to

future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow management

or employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis signfIcant deficiency is control deficiency or combination

of control deficiencies that adversely affects the entitys ability to initiate authorize record

process or report financial data reliably in accordance with generally accepted accounting

principles such that there is more than remote likelihood that misstatement of the entitys

financial statements that is more than inconsequential will not be prevented or detected by the

entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that

results in more than remote likelihood that material misstatement of the financial statements

will not be prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be

material weaknesses We did not identify any deficiencies in internal control and control activities

for safeguarding securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the

second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices

and procedures that do not accomplish such objectives in all material respects indicate material

inadequacy for such purposes Based on this understanding and on our study we believe that the

Companys practices and procedures as described in the second paragraph of this report were

adequate at December 31 2011 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors management

the SEC Financial Industry Regulatory Authority and other regulatory agencies that rely on rule

17a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and

dealers and is not intended to be and should not be used by anyone other than these specified

parties

Breard Associates Inc

Certified Public Accountants

Northridge California

January 27 2012
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Shareholders Service Group Inc

Report on the SIPC Annual Assessment

Pursuant to rule 17a-5

For the Year Ended December 31 2011



BREARD ASSOCIATES INC
CERTIFIED PUBLICACCOUNTANTS

Board of Directors

Shareholders Service Group Inc

Pursuant to Rule 17a-5 of the Securities Exchange Act of 1934 we have performed the

following procedures with respect to the accompanying schedule Form SIPC-7 of Securities

Investor Protection Corporation assessments and payments of Shareholders Service Group Inc

the Company for the year ended December 31 2011 Our procedures were performed solely to

assist the Company in complying with Rule 17a-5 and our report is not to be used for any

other purpose The procedures we performed are as follows

Compared listed assessment payments with respective
cash disbursements records entries

Compared amounts reported on the unaudited Form X-17A-5 for the year ended December

2011 with the amounts reported in General Assessment Reconciliation Form SIPC-7

Compared any adjustments reported in Form SIPC-7 with supporting schedules and working

papers

Proved the arithmetical accuracy of the calculations in the Form SIPC-7 and in the related

schedules and working papers supporting adjustments and

Compared the amount of any overpayment applied with the Form SIPC-7 on which it was

computed

Because the above procedures do not constitute an examination made in accordance with generally

accepted auditing standards we do not express an opinion on the schedule referred to above

In connection with the procedures referred to above nothing came to our attention that caused us

to believe that the amounts shown on the Form SIPC-7 were not determined in accordance with

applicable instructions and forms This
report

relates only to schedules referred to above and does

not extend to any financial statements of Shareholders Service Group Inc taken as whole

Breard Associates Inc

Certified Public Accountants

Northridge California

January 27 2012
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Shareholders Service Group Inc

Schedule of Securities Investor Protection Corporation

Assessments and Payments

For the Year Ended December 31 2011

Amount

Total assessment 4062

SIPC-6 general assessment

Payment made on July 25 2011 2015

Less prior overpayment applied 38

SIPC-7 general assessment

Payment made on February 10 2012 2009

Total assessment balance

overpaymment carried forward


